


THE ADDED VALUE OF INVESTING
IN AFFORDABLE HOUSING

Probably the most self-evident argument in favour of invest-
ing in adequate and affordable housing is that it allows peo-
ple to fulfil a basic human need, and it enables access also
by people on low incomes who would otherwise risk being
excluded from the housing market. Importantly, it also pro-
vides gain in purchasing power for residents who can ben-
efit from reduced housing costs. But providing good quality
social and affordable housing can also lead to a variety of
additional positive outcomes. UNECE points out that hous-
ing is ‘an integrative good, it is linked to many other sectors
such as: health, economic security, energy security, trans-
portation, education, employment. Housing also influences
issues such as social cohesion and neighbourhood security
[...] (UNECE, 2015).

This means that providing good quality social and afford-
able housing can actually help reducing other areas of
public spending such as healthcare, social protection and
social services, while at the same time stimulating growth
and local employment. There is a growing body of evidence
pointing in this direction, and we will present some of these
arguments below.

Investing in good quality social and affordable housing can
significantly improve health. According to a recent report
covering the whole European Union (Eurofound, 2016), in-
adequate housing costs EU economies nearly €194 billion
per year - in direct costs associated with healthcare and
related medical and social services, and indirect costs such
as lost productivity and reduced opportunities. To bring the
standard of housing up to an acceptable level would cost
about €295 billion, an investment which would be repaid
within 18 months by savings in healthcare and better social
outcomes.

Integrated housing support is an efficient tool to improve
protection of vulnerable groups. A recent OECD study found
that ‘The public service cost of caring for the chronically
homeless can be up to three times higher than a supported
housing response, where care services are provided in the
home. Models that provide housing first and then integrate
health and social care support are effective treatments for
chronic homelessness (OECD, 2015)'.

Positive outcomes of investment in affordable homes in-
clude a stimulation of the local economy through its mul-
tiplier effect. However, such impact varies significantly de-
pending on location (Monk, Tang and Whitehead, 2010). As
an example, the Welsh Economy Research Unit (WERU)
report, prepared by Cardiff University on behalf of Com-
munity Housing Cymru (CHC), investigates the wider eco-
nomic impact of Welsh housing associations. In addition to
the £1,027m directly spent by housing associations, trans-
actions between different sectors of the economy have
allowed the effect of the spending to be traced through
the entire Welsh economy. These indirect impacts are es-
timated to be £921m. The combined direct and indirect
economic impacts total almost £2bn. Gross Value Added
(the measure of how much actual wealth is created in an
area) for 2013/14 was £267m (Welsh Economy Research
Unit, 2015). In England, the National Housing Federation has
produced a Local Economic Impact Calculator which allows
housing associations to estimate the economic impact of
their activities.
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STATE OF PLAY ON EU FUNDING
AND HOUSING

The financial needs in the social, cooperative and public
housing sectors translate in different ways : the number of
people on the waiting lists, the gap between the increase
of households and the increase of new build in one specific
area, the number of young persons aged 18-34 still living
at their parents’ home, or the over crowdedness in exist-
ing dwellings. These issues are all illustration of the housing
crisis that many Member States and local authorities are
facing. As this report has pointed out, the share of public
spending in affordable house building has not hit its pre-
crisis level and in the meantime the trend seems to be a
state retreat from social, cooperative and public housing.

In its mission to “encourage economic integration & promot-
ing social cohesion” the EU provides significant structural
and financial support to Member States mainly via the in-
struments of Cohesion Policy, Strategic Investment, EIB
lending.

COHESION POLICY AND HOUSING

In 2014 - 2020, the approach of Cohesion Policy has sig-
nificantly improved towards housing compared to the last
period: larger budget for housing, specific allocations in IN-
TERREG and UIA, better combination of funds and more
strategic focus. The New Investment Plan, called the EFSI
also brings a new hybrid opportunity of financing besides
only private or public support.

In the current programming period, European Structural
and Investment Funds (ESIF) provide with several oppor-
tunities for housing. This is notably the case for activities
related to promoting energy efficiency as well as activities
related to the regeneration and social inclusion of deprived
urban areas.

Some key differences between the current and the previous
period include a potentially larger budget, more strategic fo-
cus, and the possibility of combination of funds.

As far as the strategic approach is concerned, in 2014-2020
the key sectors are those which allow long-term, smart
and sustainable development such as research, innova-
tion, technology, and low-carbon economy. As mentioned
above, the support to the low-carbon economy is the most
significant (20% of ESIF is dedicated to support low carbon
economy). Amongst others like smart distribution, renew-
able energy, research and innovation, energy efficiency
receives the largest share of funding for low carbon econ-
omy. The contribution of the Cohesion Policy to low carbon
economy through ERDF and Cohesion Fund is clearly more
ambitious than in the previous period.

Talking about the total allocation, in 2007-2013, the total
expenditure for housing related projects was around 2 bil-
lion € and this was focused on the energy refurbishment of
housing for low-income families. During the current period,
we can already see a significant improvement in terms of
planned expenditure: the foreseen total expenditure only
under energy efficiency is at least € 5,5 billion which can
be - among others - explained by the EU target of 20% in-
crease in energy efficiency until 2020°. Besides energy ef-
ficiency, the EU-13 has the possibility to invest in social infra-
structures (urban regeneration, promoting social inclusion
through improved access to social, cultural and recreational

! According to the Treaty of Maastricht
? https://ec.europa.eu/clima/policies/strategies/2020_en

services etc.) as well. For example, Slovakia, Belgium, Por-
tugal and Estonia rely more on the social inclusion, while
Italy, Lithuania, Sweden are Luxemburg are more focused
on energy efficiency. Slovakia, Portugal and Estonia also set
social inclusion related aims: Slovakia sets ‘Social inclusion
and technical facilities with marginalised Roma communi-
ties” and ‘Facilitation of the transition of social services’ as
ones of the main priorities. The Czech Republic, Bulgaria,
Hungary and Romania have a similar approach by including
measures targeting the integration of marginalized groups,
including Roma in their programmes. Overall, our previous
report “Structural Funds and Housing 2014-2020” showed
that 77% of Operational Programmes allow investment in
housing.

Regarding the possibility to combine funds and use funds
with more flexibility, Member States may use financial in-
struments® (i.e. EU funds in the form of repayable loans,
guarantee or equity) in relation to all thematic objectives at
regional level. This normally leads to a better combination
of financial instruments with other forms of support. To give
an example of the combination, the European Social Fund
(ESF) and European Regional Development Fund (ERDF)
can be combined to achieve low-carbon and resource-effi-
cient economy, through the improvement of education and
training systems necessary for the adaptation of skills and
qualifications, the up-skilling of the labour force, as well as
the creation of new jobs in sectors related to the environ-
ment and energy’. This could be also used for instance to
train unemployed tenants.

In the current period, 88 % of ESIF consists of grants; the
remaining 12% is financial instruments (loan, equity, and
guarantee). This latter represents an increased proportion
compared to the previous programming period and the
European Commission is likely to push for bigger share of
financial instruments in the years to come.

All'in all, the Cohesion Policy is making an increasingly im-
portant contribution towards EU challenges and although
these funds offer significant opportunities, their implemen-
tation represent an important challenge in terms of the
readiness in the Member States. The challenge include
financial barriers (especially in the case of financial instru-
ments), administrative obstacles due to capacity and lack of
understanding and expertise of the applicable rules (combi-
nation of Cohesion Policy funds with other financing). These
are differently present in member countries, depending on
their governance, type of their housing stock, and regula-
tory framework.

EIB SUPPORT

The European Investment Bank (EIB) has been supporting
the construction and renovation of social housing for many
years. The housing sector is one of the EIB target areas and
between 2011 and 2015, around €6 billion has been granted
in loans for the development of social housing by the bank.
Recent loans for housing include a € 200 million loan the
Dutch Portaal Housing Corporation for energy efficient re-
furbishment; a € 120 million loan to Germany for the con-
struction of refugee accommodation; a 1 billion GBP loan to
the Housing Finance Corporation in the UK to build 20000
new homes in the frame of the Affordable Housing Finance
Programme. EIB loans are not only provided for “normal”

% http://ec.europa.eu/regional_policy/en/funding/financial-
instruments/2007-2013-changes/
* State of Housing in the EU, 2015, page 96

social housing. Recently, a 120 € million loan has been
granted to Investitionsbank des Landes Brandenburg (ILB)
for the refurbishment and construction of refugee accom-
modation in different parts of the Federal State. Overall, the
project is expected to deliver housing for many of the asy-
lum seekers arriving in Brandenburg until 2018.

In addition, the EIB recently started investing in new coun-
tries as well, such as Malta, Poland, Spain, Portugal and
Ireland, and noted that other countries should follow®.
Investing in housing is not only beneficial because of the
stable return on investment or the generation of multiple
socio-economic benefits, but also because of the stability
it gives to the governance structures in the housing sec-
tor. As whether the financing is provided for renovation or
new construction, the assurance of management and on-
going maintenance of the properties along with community
outreach is ensured. All those elements contribute that the
allocated money will be channelled to high quality projects.

STRATEGIC INVESTMENT

As a decreasing commitment to supply-side measures can
be observed on national level® and non-repayable grants
tend to decrease in favour of other forms of support, ac-
cess to private funding is gaining importance in the sector.
Innovative ways to finance the economy are also taken into
account by the EU. The relatively new, hybrid system, called
the Juncker Plan (full name is European Fund for Strategic
Investment - EFSI) which was launched in 2015 is a good
example.

As EFSI provides funding for economically viable projects
where it adds value and contribute to EU priorities, there-
fore, it fits the need of filing the market failure gap in the
case of high risk profile projects that would not have the
chance to get financing under EIB traditional lending. EFSI
is a tool to guarantee and mobilise private investment in line
with Europe 2020 objectives.

The social housing sector’s experience with EFSI so far in-
clude projects such the construction of 12,000 energy ef-
ficient housing (intermediate units) in France, the renovation
of several hundreds of housing units as part of the urban
regeneration of Lisbon or the construction of 1300 afford-
able residential units in Poland’. However, the 4% uptake
of the overall EFSI budget on social infrastructures® signals
some obstacles for the use of EFSI in the social housing
sector, such as:

e The deficit rules in the Stability and Growth Pact and the lack
of the systematic use of investment clause to encourage more
social investment.

e The Eurostat classification (which leads some Member States

® Intervention of Gerry Muscat, Head of Division Regional and
Urban Development, EIB, Half-day EIB seminar organized by
Housing Europe, Brussels, 13rd June 2016, Brussels

© Public spending on ‘Housing and community amenities’ as
% GDP decreased in 15 countries since its pre-crisis levels.
It remained stable in 9 countries and even slightly increased
in 4 countries, but in all these cases it was starting from very
low levels. Eurostat, February 2017
http.//ec.europa.eu/eurostat/statistics-explained/index.php/
Government_expenditure_on_housing_and_community_
amenities

" See more on EFSI project list:
www.eib.org/efsi/efsi-projects/index.htm

® Investment Plan brochure, 21 June 2017, page 5
https.//ec.europa.eu/commission/sites/beta-political/files/
brochure-investment-plan-17x17-junel7_en.pdf
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to choose to put social housing in the perimeter of public
administration when calculating the public deficit).

e Basel lll rules on risk-weighted assessment and liquidity
ratios (higher risk weighting and increased capital require-
ments would have a potential negative impact on lending to
housing associations).

Furthermore, distribution of EFSI support shows that invest-
ments are concentrated in wealthier countries. The small
size of the projects as well as the general economic condi-
tions in some EU countries (especially in Southern Europe)
are still obstacles to bigger involvement of the EIB (and EFSI
as a guarantee for EIB loans). As the EIB works to maintain
its AAA rating, the EFSI should be an opportunity to invest in
activities and areas where access to capital through existing
channels face limits.

In terms of the extension of the programme, the negotiations
between the EU institutions is on-going, however we can
already note their high support9 for an extended financial
capacity, enhanced geographic coverage; earmarking for
COP21 commitments; more targeted technical assistance
to regions that face difficulties; closer cooperation between
EIB and financial intermediaries; setting up new intermedi-
ary platforms; and new instruments for social services.

For the social housing sector, other features would be also
crucial in the future EFSI, such as:

e Technical assistance for developing sector based interme-
diaries which could cluster smaller projects

e Integrated approach with other social infrastructure in-
vestments (e.g. housing, healthcare)

¢ |nvolvement of social investment experts in the Advisory
Hub which would facilitate the faster take-up of the sector.

In terms of the desired financial intermediaries, the lead or-
ganization needs to pass through lending rate to developer
(+operating expenses) unlike commercial bank, providing
long term financing at fixed rate (commercial bank requires
refinancing), and acting in the public interest (which is re-
ducing programme risks). The Housing Finance Corporation
in the UK is a type of an entity which illustrates the sectorial
approach.

Finally, the commitments of the European Commission in
the context of the EU Pillar of social rights which strongly ex-
press the need for social investment should be also reflect-
ed in the EFSI. With the appropriate improvement, in long
term, EFSI can finance high risk projects without project
partners losing their triple A rating.

STATE OF PLAY ON POST-2020 AND THE FUTURE OF
EU FUNDING

The negotiations on the 2021-2027 period have already
started. The European Parliament, in its report on the ‘post-
2020 Cohesion |oo|icy’10 recommends to keep ex-ante con-
ditionalities and partnership principle due to their high con-
tribution to results. In addition, the Parliament also highlights
that long-term objectives should remain the core function
of cohesion policy and that there must be a balanced link

® Press release of the EP of 15 May 2017
www.europarl.europa.eu/news/en/news-room/
20170515IPR74885/meps-want-future-oriented-
investments-in-neediest-eu-economies

"% Report details
http.//www.europarl.europa.eu/oeil/popups/
ficheprocedure.do?lang=&reference=2016/2326(INl)
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between cohesion policy and economic governance proc-
esses. Furthermore, the European Parliament expresses its
concern about the suspension process of ESIF which it calls
‘very counter-productive’ linking the sanctions to deficits.
Therefore, it advocates for not taking national co-funding
into account in Stability and Growth Pact.

Some dialogue between the European Parliament and Eu-
ropean Commission already started concerning the future
indicators, acknowledging that the GDP indicator only is not
enough to measure performance, thus alternative indicators
should be studied.

The reflection paper on ‘the future of EU financing’", pre-
pared by the European Commission gives some inputs in
the debate on how big the EU budget should be and how
it should be financed. The report puts forward an idea of
reducing economic and social divergences between and
within Member States and providing incentives to support
structural reform in line with the Semester process. Moreo-
ver, the Commission recognises that the financial instru-
ments are only appropriate for revenue-generating projects
and the existence of grants are crucial for projects with so-
cial impact, however it can be observed that it proposes the
increased share of financial instruments as a general prin-
ciple. Finally, the Commission is also looking at possibili-
ties to set a single set of rules for existing funds to increase
coherent investment and to ensure consistency between
cohesion policy and competition policy (in particular state
aid rules).

Overall, the reflection paper serves as a basis for a discus-
sion between Member States and Institutions and contrib-
utes to the legislative proposal for the next programming
period. It will be key in the years to come that the EU Cohe-
sion Policy further supports these positive experiences and
helps Europe house responsibly so that all citizens can ben-
efit. For this, simplicity in accessing funds for those engaged
on the ground will be key. The possibility to blend grants
and loans (Structural Funds, EIB loans, European Fund for
Strategic Investments etc.) is vital.

HOUSING, MIGRATION
AND INTEGRATION

2015, the year with the highest number of displaced per-
sons worldwide since World War Il (EMF, 2016), marked an
extraordinary influx of immigrants to Europe. However, the
issue goes far beyond the refugee crisis and changes the
social dynamics of the continent.

As large-scale migration towards and within Europe is
becoming a norm, cities, local government and relevant
stakeholders like providers of affordable housing in many
countries are already offering solutions to the integration of
refugees. Part of the daily job of social housing providers is
to understand residents' needs and provide early support,
which could take various forms: from employment and skills
training to advice on welfare support and direct care provi-
sion - as highlighted by the examples below.

" Paper published on 28 June 2017
https.//ec.europa.eu/commission/sites/beta-political/files/
reflection-paper-eu-finances_en.pdf

Horton Housing Association in Bradford, UK

Horton Housing Association in Bradford works closely with
partners including Bradford Council, private landlords,
schools, its own training centre and other training providers
and the Job Centre to make sure people coming to the city
are given a warm welcome. Horton Housing Association
provides accommodation, housing, healthcare and wrap-
around support for 12 months to enable refugee families
to settle into their new life in the UK. They are encouraged
to engage in community activities and events, attend train-
ing, voluntary work and employment. Intensive support ta-
pers off towards the end of 12 months as independence
increases, but Horton Housing continues to keep in touch
and offers support through a drop-in service twice a week
should it be needed.

Startblok Riekerhaven in Amsterdam,
the Netherlands

Startblok Riekerhaven is an innovative example. Starblok of-
fers apartments built on former sports-grounds to refugees
who have recently received their residence permit (status-
holders) and to young persons from the Netherlands. The
two groups are not only encouraged to mix socially but to
think of themselves as building a new community together.
They organize joint activities, like movie nights and football
matches. Through a buddy system, they learn about each
other’s cultures. They also share responsibility for maintain-
ing the buildings and grounds, a “self-management” struc-
ture intended to unite all the residents in the common cause
of caring for their living space. Startblok offers 565 housing
units consisting of 463 studios and 102 rooms in shared
flats. Since July 2016, more than 550 young adults under
the age of 28 have been living here. Half of them are Dutch,
including students and others without the means to afford
Amsterdam’s high rents.

Gewobayg in Berlin, Germany

In 2015 alone, 80,000 refugees arrived in Berlin. The Fed-
eral State of Berlin has identified integration as an important
task. The public housing company Gewobag Wohnungs-
bau Aktiengesellschaft in Berlin recently launched a project
for integration of refugees through the individual develop-
ment of their vocational and professional qualifications as
well as language skills, to help them enter the local labour
market. This project was among the winners of the 2016
European Responsible Housing Awards.

THE EU PILLAR OF SOCIAL RIGHTS
FROM THE SOCIAL HOUSING
PERSPECTIVE

In spring 2017, the European Commission officially present-
ed the long awaited European Pillar of Social Rights. The
Pillar sets out 20 key principles and rights to support fair
and well-functioning labour markets and welfare systems.
What is very crucial for the housing sector is that the Euro-
pean Commission considers access to social housing as
part of the Pillar. This suggests that it considers that a good
social policy should promote access to social housing. More
in detail, the Commission recognises the importance of:

e Access to social housing or housing assistance of good
quality shall be provided for those in need.

e Vulnerable people having the right to appropriate assist-

ance and protection against forced eviction.
e Adequate shelter and services shall be provided to the
homeless in order to promote their social inclusion

SOURCES OF CONCERN

In terms of the legal nature of the Pillar, these principles and
rights are not directly enforceable which means - as the Eu-
ropean Commission explains - that ‘they require a transla-
tion into dedicated action or separate legislation, at the ap-
propriate level’. Important question is that how we can make
sure that these rights and principles will be implemented. As
is primary the responsibility of the Member States level, the
EU can act according to the Treaty of Maastricht:

e Enforcement of the already existing acquis

e Social dialogue

e Policy guidance and recommendation through the European
Semester

e Financial support

e New social scoreboard allowing for a monitoring of progress
in terms of performances

The already existing acquis indeed needs to be better en-
forced, notably the Art 34 of The Charter of Fundamental
Rights of the European Union which affirms recognition and
respect of the right, inter alia, to housing assistance. As for
the recent measures of the European Union towards the
right to housing include:

e A Commission Recommendation of 2008/867/EC laying
down that Member States should provide services that are
essential for supporting social inclusion policies, such as
housing support and social housing.

e A Commission Recommendation of 2013/112/EU which
addresses the housing and living conditions of poor chil-
dren.

e The Union Framework for National Roma Integration Strat-
egies which recognises housing as a key area of interven-
tion for the inclusion of disadvantaged Roma people.

e The Directive of 2012/29/EU of the European Parliament
and of the Council establishing minimum standards on the
rights, support and protection of victims of crime provides
for the provision of shelter or any other appropriate interim
accommodation.

e Finally, the UN Convention on the Rights of Persons with
Disabilities also recognises the right to an adequate stand-
ard of living for people with disabilities and their families,
including adequate housing, and to access to public hous-
ing programmes.

There is no doubt that the EU Pillar of social rights is the
first clear attempt of the European Union to cover the dif-
ferent aspects of the right to housing in a comprehensive
way. However it is mostly the Member States which have a
major role to play here. The European Commission can only
invite the Member States to adopt measures - according to
the 3 principles - on national, regional or local level for more
effective housing policies and to support universal and rapid
access to shelter.

Another concerning aspect is that as a first try the European
Commission plans to apply these principles in the EMU area
and the Pillar will stay open to other Member States who
are willing to join. This can definitely widen the gap in the
efficiency of housing policies between South-North and
East-West.
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EU FUNDING GOING SOCIAL

It is positive that beyond the usual EU funding instruments
such as ERDF for housing infrastructure and ESF for so-
cial services, the European Commission also mentions the
EFSI for social housing investments. However, the afford-
able housing sector needs a greater push as according to
the data of EIB, only 4 % of the Fund has been used for
investments in social infrastructure. Finally, even though 95
% of FEAD is currently used for food assistance to home-
less persons, the 5 % accompanying measures represent
an important tool that need to be enhanced.

EUROPEAN SEMESTER AND THE NEW SOCIAL
SCOREBOARD

The initiative of the European Commission to link the Eu-
ropean Pillar to the European Semester is very much wel-
comed by Housing Europe. As the European Commission
explains in the Pillar documents, ‘the reform of social hous-
ing, the accessibility and affordability of housing, as well as
the effectiveness of housing allowances’ will be monitored
and assessed in the Semester process and the Social Pro-
tection Committee will be following the progress.

However, it is rather disappointing that no indicator in the
Social Pillar Scoreboard refers to housing. We can only find
indicators such as

e People at risk of poverty or social exclusion (% of total popu-
lation)

e Severe housing deprivation rate (% of total population living
in overcrowded dwellings and exhibiting housing deprivation,
by tenure status)

which will not give a clear picture either on housing afford-
ability, access to housing or on the effectiveness of housing
allowances. Thus, there is no way for the Commission to
follow whether Member States are making progress on the
right to housing. Additional indicators (such as housing cost
overburden by Eurostat) need to be taken into considera-
tion as soon as possible by the European Commission and
Social Protection Committee. Harmonizing the scoreboard
with the housing related indicators of the Agenda 2030
(SDGs) such as

e Overcrowding rate

e Housing cost overburden

* % of population affected by fuel poverty (unable to keep
homes adequately warm)

would save energy of the institutions and can ensure a
hands-on follow-up in long term.

HOUSING AND THE EUROPEAN SEMESTER

The European Commission published its annual country
specific recommendations to the member states on 22 May
2017. Despite the fact that the country analysis published
earlier in the year (which constitute the basis for recommen-
dations) included detailed analysis of the housing markets
in each country, only four countries have received recom-
mendations related to housing in 2017.

¢ Netherlands: Use fiscal policy to support domestic de-
mand, including investment in research and development.
Take measures to reduce the remaining distortions in the
housing market and the debt bias for households, in par-
ticular by decreasing mortgage interest tax deductibility.

e Ireland: Enhance social infrastructure, including social
housing and quality childcare; deliver an integrated pack-
age of activation policies to increase employment prospects
of low-skilled people and to address low work intensity of
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households. Encourage a more durable reduction in non-
performing loans through resolution strategies that involve
write-offs for viable businesses and households, with a spe-
cial emphasis on resolving long-term arrears.

e Sweden: Address risks related to household debt, in par-
ticular by gradually limiting the tax deductibility of mortgage
interest payments or by increasing recurrent property taxes,
while constraining lending at excessive debt-to-income lev-
els. Foster investment in housing and improve the efficiency
of the housing market, including by introducing more flex-
ibility in setting rental prices and revising the design of the
capital gains tax.

¢ United Kingdom: Take further steps to boost housing sup-
ply, including through reforms to planning rules and their im-
plementation.

Find out more:
e 2017 European Semester:
Country Specific Recommendations /

Commission Recommendations
https://ec.europa.eu/info/publications/2017-european-se-
mester-country-specific-recommendations-commission-
recommendations_en

HOUSING AND THE EUROPEAN
ENERGY POLICIES

INTRODUCTION

There is a clear consensus about the important role of
housing retrofitting in meeting the climate objectives that
have been collectively agreed in order to halt global warm-
ing. However there is a lack of detailed understanding about
the drivers for energy renovation, despite a vast number of
recent EU projects and reports'®. The EU policies in the field
of energy have therefore a role to play in order to shape
the adequate framework for more and affordable renovated
homes. The social housing segment is particularly relevant
for policy makers: although social housing, cooperative and
public housing make on average only 11% of the housing
stock of the EU countries, their energy performance is on
average better than the private rental or the homeowners
sectors, the expertise of social housing providers in reno-
vation activities is getting increasingly strong and it is the
segment who by definition caters for low-income families,
people with special housing needs and more generally peo-
ple who can’t find a decent and affordable accommodation
on the private rental market nor through access homeown-
ership. Making renovation affordable for low-income social
housing residents is the key question for social housing pro-
viders.

The EU policies in the field of energy have tried to cope with
the main challenges of quality of supply (for both renovation
and new build), low cost finance, regulation (such as the
split incentives) and the aggregation of demand.

l. Quality of supply: towards nearly zero energy homes
in the social, cooperative and public Housing sector
and cost optimal refurbishment

The European Union (EU) sets a series of requirements for
newly built homes. Existing requirements from Energy Per-
formance of Buildings Directive are about making sure that

"2 For instance: www.powerhouseeurope.eu

all new buildings will be nearly zero-energy by the end of
2020. As the Directive states ‘nearly zero-energy building’
means a building that has a very high energy performance,
as determined in accordance to national standards using
commonly agreed principled. The nearly zero or very low
amount of energy required should be covered to a very sig-
nificant extent by energy from renewable sources, including
energy from renewable sources produced on-site or nearby.
To achieve nearly zero energy homes in the new build by
2020 would require an improvement if not transformation of
the supply chain, chiefly in the construction sector. There is
indeed a growing consensus about the importance of the
construction industry in achieving a fair energy transition but
also about the need to boost innovation and productivity in
the sector to build and renovate more buildings in a cost
efficient way.

To address innovation and productivity, part of the industry
is moving toward a manufacturing-inspired mass-produc-
tion system, in which the bulk of a construction project is
built from prefabricated standardized components off-site
in a factory. In countries like the Netherlands'®, France, UK,
Germany, agreements between housing providers and
construction/renovation companies have been struck and
might give rise to a new wave of renovation of social housing
in the years to come.

Il. Low cost finance for energy efficient social, coop-
erative and public housing

The question of the financing of renovation of social housing
remains an important one in the debate about the energy
transition. The volume of investment needed for the reno-
vation of one apartment is still an obstacle for many own-
ers (be they homeowners, private or social landlords). It is
therefore crucial that the cost of financing is brought down.
The right mix between private finance, public support and
own capital needs to be found by social housing providers
in various national legislative contexts.

How does the EU address this? The draft revised Energy
Performance of Buildings Directive states in its article 2'
that “To guide investment decisions|...], Member States
shall consider the introduction of mechanisms for: (a) the
aggregation of projects, to make it easier for investors to
fund the renovations; (b) reducing the perceived risk of ener-
gy efficiency operations for investors and the private sector;
and (c) the use of public funding to leverage additional pri-
vate-sector investment or address specific market failures”.
This calls for mechanisms that will help housing providers
get access to low cost capital. However the implementation
phase of the revised Directive might be too long to create
a significant boost in the market. Other currently existing
initiatives have to be mobilised. The European Fund for Stra-
tegic Investment (EFSI) could be used in that sense since it
combined a guarantee from the European Commission and
loans from the EIB in order to attract match funding from
public or private entities. The use of the European Structural
and Investment Funds in particular in the form of financial
instruments (revolving funds) and project development as-
sistance (PDA) have also to be considered.

'3 See for instance the EnergieSprong approach of retro-
fitting: http://energiesprong.eu/ and the “serielles Bauen”
concept for new construction in Germany: http://web.gdw.
de/wohnen-und-stadt/serielles-bauen/3570-seriellesbauen
' htto://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1490
877208700&uri=CELEX:52016PC0765

Ill. Regulation on split incentives and the use of en-
ergy savings to cover cost of investment

One important aspect of successful business models in the
field of renovation is the fact that tenants contribute finan-
cially to the cost of renovation. For instance, the possibility
to use “energy plan” paid by the tenants to the renovation
companies (instead of paying energy bills paid to energy
providers) is related to the national legislation. Indeed some
countries like France, UK, Belgium considerably limit the
possibility for housing providers to use energy savings to
pay for the investment (part of the energy savings should
directly benefit tenants) or to increase the rents after renova-
tion'®. This is typically a case of split incentives.

How can the EU address this? Article 19 of the Energy effi-
ciency directive (EED) provides: “Member States shall evalu-
ate and if necessary take appropriate measures to remove
regulatory and non-regulatory barriers to energy efficiency
in particular as regards the split of incentives between the
owner and the tenant of a building or among owners, with
a view to ensuring that these parties are not deterred from
making efficiency improving investments that they would
otherwise have made by the fact that they will not individual-
ly obtain the full benefits or by the absence of rules for divid-
ing the costs and benefits between them, including national
rules and measures regulating decision-making processes
in multi-owner properties”

The European Commission’s role should be to facilitate the
exchange of experience between Member States in order
to allow a greater use of energy savings. The Concerted
Action'® on the Energy Performance of Buildings Directive
(EPBD) is a relevant forum where those regulatory aspects
can be discussed

IV. Demand for renovation of social housing

One of the key drivers for an increased demand for reno-
vation of social housing is the existence of a guarantee of
performance and a clear division of the roles between the
renovation companies and the housing organisations.

The concept of energy performance guarantee is linked (al-
though not similar to) the concept of energy performance
contracting. Energy performance contracting (or EPC), is
recognized as a guaranteed, cost effective and scalable
procurement method for reducing the operating costs and
environmental impacts of buildings. Under a performance
contract, an Energy Services Company (ESCO) with techni-
cal know-how provides a comprehensive building retrofit,
which can include the replacement of boilers, insulation,
cooling systems, and lighting and temperature automation
controls, as well as the integration of energy data manage-
ment software and on-site renewable energy systems. How
can the EU address this? The Energy efficiency directive'”
provides in its article 4 paragraph 7c: “Member States shall
encourage public bodies, including at regional and local level,
and social housing bodies governed by public law, with due

'S For an overview of the different mechanisms to overcome
split incentives: http:/publications.jrc.ec.europa.eu/
repository/bitstream/JRC90407/2014 _jrc_sci_pol_rep_
cov_template_online_final.pdf

® www.epbd-ca.eu/

" For an overview of the different mechanisms to overcome
split incentives: http://publications.jrc.ec.europa.eu/
repository/bitstream/JRC90407/2014 _jrc_sci_pol_rep_
cov_template_online_final.pdf
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regard for their respective competences and administrative
set-up, to use, where appropriate, energy service compa-
nies, and energy performance contracting to finance reno-
vations and implement plans to maintain or improve energy
efficiency in the long term”.

However the lack of awareness and expertise in setting up
EPCs and the model of energy performance guarantees in
particular for housing providers subject to public procure-
ment rules is a current limit. The European Commission can
issue guidance documents for public authorities to incentiv-
ise the use the guarantee of performance thus referring to
article 4 of the EED. For housing providers subject to public
procurement rules, specific guidance on how to use the dif-
ferent form of procurements (for instance competitive dia-
logue) will be needed.

UNION LAW RECOGNISING THE
GENERAL INTEREST MISSIONS OF
SOCIAL HOUSING

The general interest missions entrusted by the Member
States to social housing providers are recognised by the
EU (arts.14 and 106.2 TFUE, art. 36 of the Charter of Fun-
damental Rights of the Union) as making a contribution to-
wards the Union social and territorial cohesion.

The right to access to social housing is thus recognised, as
S0 is the access to all services of general economic interest
(SGEI). The public service obligations related to the condi-
tions of occupation of social housing as a SGEI involves the
Member States capping their rents and prices, setting con-
ditions for the allocation of these affordable housing units
to households whose requirements in terms of housing are
not met by the market, and in general providing security of
occupation of social housing via long leases or a right to
remain. The recognition of the importance of social hous-
ing to meet the Union objectives was bolstered by a Deci-
sion taken by the European Commission exempting State
subsidies granted to social housing from the obligation of
notification. The logic behind this decision is clear: the social
objective and the local nature of the activities of the social
housing operators led the Commission to consider that they
did not affect cross-border trade within the EU in a way that
might run counter to the interest of the Union. Therefore, an
exemption from notification was granted regardless of the
amount of subsidy provided, including for the investments
needed to provide social housing on the market.

In an answer to a parliamentary question, Margrethe Vestager,
the European Commissioner for Competition, recognised
that the Member States had considerable discretionary
competence when defining social housing as a SGEI. In-
deed, the scope and the organisation of social housing as a
SGEI vary considerably from one Member State to another,
depending on the history and culture of public intervention
and the economic and social conditions that are prevalent
in each Member State.

Commissioner Vestager stated that in order to be recog-
nised as a SGEI, social housing must however meet a pub-
lic need: the provision of housing to economically deprived
citizens or to socially disadvantaged groups that, owing to
constraints of solvency, cannot access housing under nor-
mal market conditions.

Under these circumstances, the Commission thus explicitly
acknowledged that social mix and social cohesion were
public policy objectives that were in keeping with the ob-
jectives of the Union and for which State subsidies may be
granted in keeping with the SGEI Decision.




